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Robert E. Feldman, Executive Secretary
Attention: Comments/Legal ESS
Federal Deposit Insurance Corporation
550 17th Street NW.

Washington, DC 20429

FDIC RIN 3064-AE04

Re: Liquidity Coverage Ratio: Liquidity Risk Measurement, Standards, and Monitoring

Ladies and Gentlemen:

Total Bank Solutions, LLC (“TBS”) appreciates the opportunity to comment on the
rule regarding the liquidity coverage ratio for depository institutions proposed by the Federal
Reserve Board (the “Board”), Federal Deposit Insurance Corporation (“FDIC”), and Office of
the Comptroller of the Currency (“OCC”) (collectively, the “Agencies”).! TBS provides
customized deposit management services to the financial services industry through strategic
partnerships with financially strong depository institutions. TBS provides back-office support to
financial institutions that participate in deposit sweep programs as agents for their customers and

178 Fed. Reg. 71818 (November 29, 2013).
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We caution against the potential misapplication of rules meant to reduce risk in one
segment of the banking industry that results in harm to other segments that could neutralize or
even impair the very systemic safety objectives the Agencies wish to achieve.

The Fear of Conformance Risk

Banks over $1 billion in assets and under $10 billion in assets are expressly exempt from
Basel I1I compliance. However, these institutions are concerned that they may be pressured by
examiners to conform to the LCR rule, often to the detriment of the safety and soundness of the
affected lower tier UBPR strata. The fear is that the conformance is subjective, arbitrary and
possibly detrimental to safe and sound business principles. Banks are also concerned that failure
to conform to the proposed LCR on best practices expectation grounds may result in reduced
CAMELS ratings. This in turn raises the Initial Base Assessment Rate (IBAR) under FDIC
deposit assessment computations, which would result in a tangible monetary penalty.

The Agencies’ proposal is particularly harmful to banks with predominantly domestic
lending and financing business models regardless of size. We believe that incorrectly applied
pressures to conform would likely be materially harmful and may result in undue risk to the
broader U.S. economy. Accordingly, TBS recommends the Agencies explicitly clarify the
conformance expectations that will form the guidelines for examiners and what sensitivities will
be provided in order to prevent cross segment systemic risks from manifesting.

We also recommend that the Agencies study the policy and consequent effects on smaller
institutions explicitly prior to “trickling down” regulatory expectations.

CONCLUSION

TBS appreciates the opportunity to provide its views in connection with the Agencies’
proposed liquidity coverage ratio rule.

Sincerely,

o

Eric A. Pierce
Managing Partner
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Appendix D: Differences in Run off Assumptions Create Business Economic Issues

TBS modeling of the proposed rule indicates that a number of asset liability management (ALM)
response strategies to the rule would occur.

Decreased Markets for 100% Outflow Liabilities

The proposal applies penalties for certain classes of bank liabilities that are categorized as 100
percent outflow items. We observe that banks having trouble making their net outflow denominator
work may look at decreasing or exiting portfolio exposures in these categories. This could create strains
in other segments of the financial system. Here is an example of one scenario examined by TBS as part
of its evaluation of the potential effects of the proposed rule.

Scenario #2: 100% Outflow Item vs. Brokered Sweep After LCR

Amount Rate Rev/Expense Amount Rate Rev/Expense Amount Rate Rev/Expense

HQLA S - 200% S - $ 800,000,000 2.00% S 16,000,000 $ 560,000,000 2.00% S 11,200,000

Loans $ 1,000,000,000 6.00% S 60,000,000 $ 200,000,000 6.00% S 12,000,000 $ 440,000,000 6.00% S 26,400,000

r r r

Total S 1,000,000,000 6.00% S 60,000,000 $ 1,000,000,000 2.80% S 28,000,000 $ 1,000,000,000 3.76% S 37,600,000

Retail, Insured 3% S - 053% S - S - 070% S - S - 0.70% S -

Retail, Uninsured 10%| S - 053% S o B - 0.720% S - s - 0.720% S -

100% Class ltem $ 1,000,000,000 0.53% I $ 5,300,000 i $ 1,000,000,000 0.53% S 5,300,000 S - 053% S -

Sweep, Insured25% | $ - 0.25% S - S - 0.25% S - $ 400,000,000 0.25% $ 1,000,000

Sweep, Uninsured 40% $ - 0.25% S - S - 0.25% $ - $ 600,000,000 0.25% $ 1,500,000

r r r

Total $ 1,000,000,000 0.53% $ 5,300,000 $ 1,000,000,000 0.53% S 5,300,000 $ 1,000,000,000 0.25% S 2,500,000

Net Interest margin 5.47% S 54,700,000 2.27% S 22,700,000 3.51% $ 35,100,000

Expenses Efficiency Ratio 65.00% S 35,555,000 10% Degradation 75.00% $ 17,025,000 Improve Eff 10% 65.00% $ 22,815,000
(unique per bank) for Deposit Acq. due to wholesale

EBIT $ 19,145,000 Cost Increase $ 5,675,000 process $ 12,285,000

simplification
NIAT Tax Rate 35.00% $ 12,444,250 $ 3,688,750 $ 7,985,250
ROA 1.24% 0.37% 0.80%

Equity for Loans ( 8%) | $ 80,000,000 S 16,000,000 S 35,200,000
Equity for HQLA S = S 16,000,000 S 11,200,000

Total Equity S 80,000,000 S 32,000,000 ROE vs. S 46,400,000 ROEvs.

Base Case Base Case

ROE 15.56% 11.53% -26% 17.21% 11%

The above is an example of a scenario where multiple forces come into play including:

e Industry moves to pursuing statutory outflow categories not from how far they are from zero
but how much improvement are they from 100 percent;

e Trading off retail vs. wholesale ALM portfolio pathways based on the operational impact on
efficiency ratios. We believe this will become even more critical to banks as margins thin due to
regulatory rules that channel business design into fewer sets of operating options;

e Numerator effects where banks must trade off lending capacity versus high quality liquid assets
and specifically low earning HQLA Level 1 assets; and
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Appendix F: Deposit Stability Observations at Selected Insured Depository Institutions

The following table illustrates the firm specific nature of deposit stability for
consideration by the Agencies. The stability estimates were calculated using the TBS Bank
Monitor system using data from FDIC Call Reports/TFRs, based upon the following:

e Sixteen quarter look back test window.

e Analysis of total deposits balances — retail and brokered, domestic and foreign
together, RIS variable DEP — quarter by quarter.

e The standard deviation of these balances over the stability observation period was
calculated.

e The stability floor was established to be three standard deviations wide.

e The stability floor was assigned as the volatility percentage of the deposit base.

e Calculation in the same fashion were made for every FDIC insured institution with
assets — RIS variable ASSET — greater than $10 billion reported on the most recent
RIS released reporting period, 3" Quarter, 2013.

This is an extreme beta risk calculation at the outside limit of six-sigma testing
principles. We suggest practical real world volatility band for regulatory oversight - as opposed
to extreme stress testing - are more likely closer to 1 to 1.5 standard deviations wide. However,
we wished to point out that even under the most adverse systemic event circumstances the
over $10 billion group statutorily required to comply with Basel lll regulations leaves a good
portion of the United States deposit base stable, particularly with respect to 30 day run off
risks.

We note further that most of these banks have large fractions of their deposit bases
that have been stable even in the midst of the turmoil of the crisis cycle. We believe that a final
rule on liquidity coverage should reward the best of breed for their safe and sound practices
even as it protects the economy from potential future volatile systemic risks.

Estimated Deposit Stabilities for Selected FDIC Insured Banks with Assets Over $10 Billion

Amounts in thousands

Stable Volatile
Deposits Deposits Pescent
Assets Total Deposits Retail Brokered P PO:

JPMORGAN CHASE BANK NA $1,989,875,000 $1,329,877,000 | $1,323,749,000 $6,128,000 | $992,251,840 | $337,625,160 25.40%
BANK OF AMERICA NA $1,438,859,000 $1,118,256,000 | $1,075,491,000 $42,765,000 | $997,457,094 | $120,798,906 10.80%
CITIBANK NATIONAL ASSN $1,344,751,000 $972,202,000 $905,540,000 $66,662,000 | $738,766,929 | $233,435,071 24.00%
WELLS FARGO BANK NA $1,328,010,000 $1,047,726,000 $994,483,000 $53,243,000 | $559,501,959 | $488,224,041 46.60%
U S BANK NATIONAL ASSN $356,590,456 $269,648,386 $260,018,728 $9,629,658 | $189,300,286 $80,348,100 29.80%
PNC BANK NATIONAL ASSN $298,485,621 $220,576,899 $220,557,400 $19,499 | $137,774,768 $82,802,131 37.50%
BANK OF NEW YORK MELLON $291,475,000 $248,606,000 $248,606,000 0 | $122,602,172 $126,003,828 50.70%
CAPITAL ONE NATIONAL ASSN $234,771,390 $188,132,575 $187,005,295 $1,127,280 $70,244,529 $117,888,046 62.70%
TD BANK NATIONAL ASSN $215,432,360 $181,812,969 $122,528,601 $59,284,368 | $103,753,823 $78,059,146 42.90%
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